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CONVERGENCE ANDBU~GETARY QUESTIONS
1 ;
INTRODl,JCTI~ti
The Commission has sent/to the Council two communications in which it out-
lined what is considered to be t~e major elements necessary to deal with certain
Questions which have arisen over strengthening the Community contribution to the
conyergence of Member States " economic policies; and to resolve the problems
that have arisen with regard to the United Kingdom over the Community budqet
(COM(79)680 and - COM(80)SO).
2. These problems arise in Pi3rt over the fini3ncing and in pi3rt over expenditur'
from the Community budget. " - The proposals made by the Commission correspond to
both of these aspects as well as to certain wider convergence matters of concern
to less prosperous Member States of the Community.
3. The purpose of this communication is to bring together' in a single document
the proposals that the Commission has made, and thus to enable the European Council.
to give its views on the major questions which must now urgently be resolved - if the
cohesion of the Community is to be safeguarded. It will be for the Commission
subseQuently; to submit the necessary draft legislation to the Council and the
European Parliament for it to be adopted following the normaL Community procedures.
The- Commission has also updated the figures for financing and expenditure from the
budget given in the reference paper of 12 September 1979 , and the r:esuLts ,are
annexed to this communication. (1)
II. PRINCIPLES
4. The Commission consider it to be appropriate to reiterate the fundamental
principles that must be respected in any attempt to resolve these c,onvergence ,and
budgetary Questions. First , the decisions which the European Council is inv1tpd
to take have to be seen in the context of the need for Member suites themselvpG, to
con!ribute to greater integration within the Community. At the same it is
necessary to achieve a better balance between the Community s policies overall in
the interests of creating a dynamic Community capable of mak,ing a real contri-
button to the prosperity of its members. Second, any measures w'hich are agreed
should, while contributing to a recluction of - the maiDr ~truc~ural pr6blems of the
economies of the Member -States concerned, be consistent with the intere ~ts of the
, Community" ii1 general, and its economic and social policies i,n particular.
Third
, '
the institutional processes atld procedures of the Community must be
scrupulously observed. Fourth, any solution must be foundwlthin ,the "Community
budget and must respect the integrity of the Community s system of own resources;
its o.bjective must not be to put a Member State in a position of juste retour in
respect of the Community budget.
(1) 51".e aLso SEC(SQ)394 and SH(80)428. - 2 -
III. CONVERGENCE 5. The Commission has in its earlier communications pointed to the need for
a better balance between Community pol i cies. It has, for example, urged
that the Counci l reach early agreement on certain proposals in the agri cut turql
structural field. It has invited the European Counci l to endorse the
principle that the rate of increase in expenditure on general investment and
structural pol ides should be greater than the rate of increase in the size of
the budget and has undertaken to draw the attention of the Institutions to
the situation if this principle is not respected.
6. In the context of the present budgetary issue, the Commission has proposed
that extra resources be devoted 'to the less prosperous Member States in order to
ensure that soLutions to the immediate probLem do not undermine the policies
which must be adopted for the longer term. The Commission considers that one
effective and administratively simple method wouLd be to make further use of
the system of interest rebates set up in conjunction with the European Monetary
System and at present appl ied to certain loans from t he European Investment Bank
and the New Community Instrument. The Commission has also said that it wouLd be
willing to consider a specific regulation to give add it ional resources for
regional development to these countries and to impro~e the working' of Community
poli cies. Since the amount Bnd scope of such extra resources is current 
related to the resolution of the present budgetary probLem, it would be premaftJre
to present more formaL proposals at this stage.
IV. FINANCIAL MECHANISM 7. The Financial Mechanism was introdll(;ed in 1976 by Council Regulation 1172 on
a proposal of the Commission. Its objective was to ensure that the operation of
the system of own resources should not, through the play of particular circum-
stances, place a disproportionate burden' on Member States, such as to jeopardise
progress towards the convergence of Member States' economies.  The deci sion on
the Financial Mechanism made provision for areviewof its operation in 1981.
The Commission has now proposed that the present examination should consti.tute
the review provided for and that certain of the constraints on the operation of
the mechani sm should be removed.
8. The Commission proposes, therefore, that the balance of payments constraint
referred to in Arti cLe 4 be removed. It further bel ieves that  the European
Counci l could define the conditions under whi ch the tranche system of repayment
(Article 3) and the ceiling of 3% of the budget (Article 6)could be eliminated.
Thus amended, the Financial Mechanism would in the tommis$ion view, be able to pi ay- 3 -
the role intended for. In financial terms, al")d on the basis of its budg.
proposals for 1980, the Commission now estimates that the complete appl i Cdt inn
of these proposals would result. in a payment to the United Kingdom resf;(c ' t
of  1980,  of 600 MEUA gross (495 MEUA net).
$UPPlEMENTAR Y COMMUN I TYMEASUR ES
The European Counci L at Dublin requested the Coinmi ssion ~o make propos-at s
for developing" supplement-ary Community measures wi~hin thE? United Kingdom.
In its communication of 5 February the Commission stated both what the nat:ir'o
of such measures should be and what could constitute an appropriate legal ba5i 
It may be heLpful to add certain considerations on both these aspects.
10. The Cornmi ssion has proposed that the Legal basi s of /..such measures shouLrj
as was the case with the' introductjon of the FinanciaL Mechanism in 1975, be
bas~d on Article 235 of the TreatY:. Certain legal considerations in this
respect were outlined in the Commission s communication of 31 October 1979
(COM(79)620) , and these remain appropriate in the present context. 
particular, the use of Article .235 reQuires that the measures .if' Question
should contribute to the realisation of the obj(;!ctives of the Communit1.
Moreover the use of Article 235 as the basis of the necessary Legislation
ensures that the approval of the Counci l and the opinion of tbe European
ParLiament'will be sought through the normal Community procedures.
11. The basic concept is of a special, tempor.ary and ad hoc action in the
shape of a numb-er of expenditure programmes within regions of the United
Kingdom, whi ch would be part-financed by the Community. The programmes must
be clearLy defined and must respond not only to the .aim of increasing .United
Kingdom participation in Community expenditure, consistently with theobjectiyes
of Community policies, but also to, the general Community interest and to the
need for conv~rgence of its economies. From the work which the Commission
has undertaken on possible programmes , it is already evident that whatever
resources the EuropeanCounci l may decide to provide for uhi s purpose could
be fully used in accordance with ,the principles and criteria set out.
12. The regions within which special investment ' programmes could  be developed
should in the first instance be those at present covered by the Regional
in the regulation establ i.shing the
NevertheLess to meet particularly
Development Programmes provided for
Europ~an Regional Development Fund~
, "- 4 -
serious cases,or where there is a special Community interest , financial
participation by the Community would also be possible in certain programmes
outside these areas. The regional framework compris~s a response to the
need at the level of the United Kingdom and the Community to reduce
disparities between regions , and to contribute to the resolution of :;ome 0
the major structural problems.
13. Within the regions thus identified
, ,
the Community could contribute to
public expenditure on, economic and social infrastructure on the basis of a
coherent pLanning process between the Community and the Member State. Th,"
programmes submitted by the -Member State would be of a pluriannual nature df,I'
would .provide the economic and financial information necessary to enable
decisions to be taken on the most appropriate areas within them for Community
financial particip~tion. A c6nsultative procedure would be developed under
which the Council would be formally associated with the examination of each
programme. .
VI.
14.
DURATION
The proposals which the Commission has made include ideas for an adapted
Financial Mechanism and for certain measures of a special and temporary natur0
to respond to the particular problems which now face the United Kingdom. 
it s communi cation of 21 November 1979 the C:ommission suggested that whatever
measures were adopted should be limited in time (perhaps to three or four ye,:II
and in its communi cation of 5 February the Commission added that tbis period
might coincide with the next period of operation of the Financial r4echan.isrn.
Legislation covering both actions should contain provision for a review well
be fore their expiry. The aim of the review would be to examine the
effectiveness of the actions taken in the framework of progress towards a
be tter balance between Community policies and expenditure within the budget.
It can be to the advantage of no one to  see  an early recurrence of present
difficulties; and it will be for the European Council to see that decisions
are taken and fol lowed through whi ch wi II lead to the better balance between
policies which is required.- 1 -
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